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During the 2005 Legislative Session the Iowa Department of Revenue received an appropriation to 
establish a program to track tax credit awards and claims.  In addition, the Department was directed to 
perform periodic evaluations of tax credit programs.  The evaluation of the State’s Earned Income Tax 
Credit represents the first of these studies. 
 
Since the purpose of the Iowa Earned Income Tax Credit, like the federal credit upon which it is 
based, is to provide financial support to low income households, the Department enlisted the 
assistance of the Iowa Department of Human Service (DHS) in conducting this evaluation.  We wish 
to thank Matthew Haubrich, Robert Krebs, and Carol Stratemeyer for their assistance in providing 





The federal Earned Income Tax Credit (EITC) was enacted in 1975 as part of the Tax Reduction Act 
of 1975.  Legislation creating Iowa’s EITC was passed during the 1989 legislative session.  The EITC 
became available in the State of Iowa beginning in the 1990 tax year at five percent of the federal 
credit and nonrefundable.  For the 1991 tax year and beyond, the percentage of the federal credit that 
a taxpayer was eligible to claim increased to six-and-a-half percent of the federal EITC but the credit 
remains nonrefundable in the State of Iowa. 
 
In the 2006 tax year, nineteen states (including Iowa) and the District of Columbia are offering EITCs.  
With the exception of Minnesota, all the states offering a state EITC determine the amount of their 
credit as a percentage of the federal EITC. The newest state to add an EITC to their existing tax law is 
Nebraska, which approved an EITC during the 2006 legislative session.  The Nebraska state credit 
will be eight percent of the federal EITC and the credit will be refundable.  In 2008, Michigan will also 
be implementing a refundable state EITC. 
 
Delaware, Maine and Virginia along with Iowa, are the only states that have a completely non-
refundable state EITC.  Maryland and Rhode Island have percentages of the state credit that are 
refundable and non-refundable.  Maine’s state EITC is the smallest percentage of the federal credit at 
4.92% and non-refundable.  Maryland’s non-refundable portion of the state credit is the largest 
percentage of the federal credit at 50% and Wisconsin has the largest refundable state credit at 43% 
when a taxpayer has three or more children. 
 
A majority of EITC filers are unmarried.  In the three years that are examined there is a discrepancy 
between single filers filing for both the federal and the state EITC and single filers filing for only federal 
EITC.  Among filers that are claiming only the federal EITC, the majority of filers have either one or no 
dependents.  The likely reason for these disparities is due to the lack of refundability of the state 
credit.  It is probable that many single filers do not have enough tax liability to claim the state EITC.  
The majority of claimants are between the ages of 21 and 45 which are households most likely to 
have children at home.  It also shows that there is a greater likelihood to file for only the federal credit 
when a primary filer is younger. 
 
When examining low income assistance programs and EITC, by county, an interesting note is that for 
both the Family Investment Program (FIP) and Food Assistance (FA) there is a greater utilization of 
these programs in the urban counties than in the rural counties in all three years that the data is 
available.  Conversely, the federal and state EITC is more frequently claimed in rural counties than in 
urban counties in all three years.  An explanation of this data may be that it is more difficult to get 
access to FIP and FA programs because not all rural counties have full-time DHS offices, which 
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makes it more difficult to obtain these benefits.  In contrast, access to EITC is available to every 
taxpayer regardless of location, as long as the taxpayer is educated about the credit and has enough 
tax liability to claim the state credit. 
 
The Iowa tax code contains several provisions that provide assistance to low income households.  
This study analyzes how each of these provisions, as well as some others that have been proposed 
over the pass few years, would affect households at different income levels.  In order to make the 
evaluations comparable, the cost of each proposal was targeted at approximately $20 million.  This 
analysis found the proposed law changes that would benefit low-income households (households with 
adjusted gross income below $30,000) the most were: increasing the existing nonrefundable EITC to 
28.55% of the federal credit, implementing a refundable EITC of 9.53% of the federal credit and 
increasing the minimum filing requirements and alternative tax threshold from $9,000 to $11,303 for 
single filers and from $13,500 to $18,606 for all other filing statuses.  This analysis was conducted for 





Iowa’s Earned Income Tax Credit 
 
History and Description of Iowa Law 
 
Legislation creating Iowa’s Earned Income Tax Credit (EITC) was passed during the 1989 legislative 
session.  During the 1990 legislative session the amount of the credit was increased in an effort to 
further help the working poor in Iowa.  The state’s EITC can be found in Section 422.12B, Code of 
Iowa.   
 
The EITC became available in the State of Iowa beginning in the 1990 tax year.  For the 1990 tax 
year, the amount of the credit was equal to five percent of the federal EITC that the taxpayer was 
eligible for as authorized by Title 26, Section 32 of the Internal Revenue Code.  The state EITC is 
nonrefundable, so the credit may not exceed the remaining income tax liability of the taxpayer after 
the personal exemption credits and other nonrefundable credits are deducted.  For the 1991 tax year 
and beyond, the percentage of the federal credit that a taxpayer was eligible to claim increased to six-
and-a-half percent of the federal EITC but the credit remains nonrefundable in the State of Iowa. 
 
History and Description of Federal Earned Income Tax Credit 
 
The federal Earned Income Tax Credit was enacted in 1975 as part of the Tax Reduction Act of 1975.  
Taxpayers were eligible for the credit if they earned less than $8,000 and had children.  Initially, the 
credit allowed eligible taxpayers to claim a refundable credit equal to ten percent of the taxpayer’s 
earned income (up to $4,000) in that tax year, therefore the maximum credit in 1975 was $400.  The 
maximum $400 credit was reduced by $1 for every $10 earned over $4,000, so if a taxpayer earned 
more than $8,000, the credit was completely phased out and the taxpayer was no longer eligible.   
 
The original legislation that enacted the EITC was only effective for the 1975 tax year.  In the following 
years the credit was extended through subsequent revenue acts and was permanently added to the 
Internal Revenue Code by the Revenue Act of 1978.  The amount of the EITC was increased by the 
Deficit Reduction Act of 1984 and expanded again, this time significantly, by the Tax Reform Act of 
1986.  In 1987, the credit began to be indexed to account for inflation.  In 1990, through the Omnibus 
Budget Reconciliation Act, the credit was increased again to include a supplemental credit amount for 
families with two or more children.  The Omnibus Budget Reconciliation Act of 1993 augmented the 
EITC by making a small credit available to certain childless workers.   
 
In order to qualify for the federal EITC, a taxpayer must meet certain conditions.  First, the taxpayer 
must have earned income and cannot investment income above a given threshold.  The taxpayer, 
spouse (if filing jointly) and any qualifying children must also have a Social Security Number.  In 
addition, the taxpayer or spouse cannot be the dependent of another taxpayer.  The taxpayer must be 
a U.S. citizen or resident alien for the entire tax year and can file using any status other than married 
filing separately.  The taxpayer does not qualify for the EITC if the taxpayer files Form 2555 or 2555-
EZ which is related to foreign earned income.   
 
If you do not have a qualifying child, you must also be between the ages of 25 and 65 at the end of 
the year.  You cannot be the dependent of another taxpayer and you must live in the United States for 
more than half of the tax year. 
 
In order to be considered a “qualifying child” three conditions must be met.  The first condition is that 
the child lived with the taxpayer for more than half of the tax year.  A qualifying child can be a son, 
daughter, adopted child, grandchild, stepchild or foster child.  The child can also be a brother, sister, 
stepbrother or stepsister or any of the taxpayer’s descendents as long as he or she cares for them as 
though they were his or her own child.  The child also has to be under the age of 19 at the end of the 
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year or under the age of 24 if he or she is a full-time student or any age if he or she is permanently 
and totally disabled. 
 
Figure 1 shows the phase-in and phase-out rates of the federal EITC based on the earned income of 
unmarried taxpayers in the 2007 tax year.  It shows that as a taxpayer increases his or her earned 
income, the amount of the credit received increases until the maximum amount of the credit is 
reached.  It also shows that at a given amount of earned income the amount of the credit begins to 
phase-out and does so until the amount of the credit phases-out completely.  For married taxpayers, 
each graph would shift to the right by two thousand dollars. 
 



























































































The income thresholds and maximum credit amounts for the tax years 2002 through 2007 can be 
found in Table 1.  Also found in the table is the poverty thresholds for 2002 through 2004.  It can be 
seen that other than for tax filers with no children, the poverty thresholds are approximately half of the 
thresholds for filing EITC.  This may indicate that EITC filing rates should be greater than the poverty 
rate.  The table also includes the maximum amount of investment income a taxpayer may earn and 
still qualify for the federal EITC. 
 
Summary of Research Related to the Impact of Earned Income Tax Credits on Low Income 
Households 
 
There is a tremendous amount of literature available that discusses different aspects of the Earned 
Income Tax Credit. There are papers that provide an overview of the current EITC program and make 
recommendations for improving the EITC (Holt, 2006; Cherry and Sawicky, 2000).  Among the 
suggestions that are made to improve the credit is to restructure the EITC to include other child-based 
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tax credits (Holt, 2006), to simplify the filing process and to alleviate the marriage penalty of the EITC 
(Cherry and Sawicky, 2000). 
 
Another aspect of the EITC that has been evaluated is the effect of the EITC on low-income families 
including those in poverty.  An article by Pearson and Scarpetta (2000) looks at whether programs like 
EITC improve the distribution of income.  In a study written by Alan Berube (2006) he evaluates the 
data about the families that received the EITC in 2000 and in 2003 and determines how the tax code 
helped these families and looks at possible changes that could further assist these low-income 
families.  Some of these changes include continuing to support and expand both the federal and state 
EITCs, supporting volunteer tax preparation and increasing the value of the Child and Dependent 
Care Tax Credit for low-income working families.  Nagel and Johnson (2006) look at the effectiveness 
of state EITCs at reducing poverty. 
 
Some of the research regarding the EITC is the effect that it has on the labor force.  In an article by 
Ellwood (2000), he examines the effect of EITC and other social policy changes and determines 
whether these changes encourage or discourage entering the labor force.  His findings indicate that 
the increased EITC, welfare reform and a strong economy has led to an increase of low-income single 
parents entering the work force.  It was also found that low wage married mothers did not enter the 
labor force in the same manner as other groups of married mothers, likely indicating that the income 
effects and adverse work incentives of the EITC were the cause.  In another study the target group 
that is analyzed is single mothers and how policy changes affect their decision to enter the workforce 
(Meyer and Rosenbaum, 2000).  The indication of this study is that there was an increase in the 
number of low-income single mothers entering the work force unlike any other low-income group.  A 
measure of the degree of working poor in the 100 largest metropolitan areas in the U.S. and how 
EITC affected these populations is investigated in a study completed by Alan Berube and Benjamin 
Forman (2001). 
 
The study by Berube and Forman (2001) also looks at the effect that the infusion of EITC money 
being distributed has on the local economies of the given metropolitan areas.  Edwards (2003) looks 
at the macroeconomic effects of the EITC, which appears to be that EITC checks stimulate spending 
on both durable and non-durable goods. 
 
As mentioned earlier there are many studies that examine some aspect of the EITC.  A few of these 
areas have been mentioned above and the full source citations can be found in the bibliography of 
this paper. 
 
Other States’ Earned Income Tax Credits 
 
In the 2006 tax year, nineteen states (including Iowa) and the District of Columbia are offering EITCs.  
With the exception of Minnesota, all the states offering a state EITC determine the amount of their 
credit as a percentage of the federal EITC. The newest state to add an EITC to their existing tax law is 
Nebraska, which approved an EITC during the 2006 legislative session.  The Nebraska state credit 
will be eight percent of the federal EITC and the credit will be refundable.  In 2008, Michigan will also 
be implementing a refundable state EITC.   
 
Delaware, Maine and Virginia along with Iowa, are the only states that have a completely non-
refundable state EITC.  Maryland and Rhode Island have percentages of the state credit that are 
refundable and non-refundable.  Maine’s state EITC is the smallest percentage of the federal credit at 
4.92% and non-refundable.  Maryland’s non-refundable portion of the state credit is the largest 
percentage of the federal credit at 50% and Wisconsin has the largest refundable state credit at 43% 
when a taxpayer has three or more children.  Table 2 provides an overview of all of the current state 
EITCs that have been enacted. 
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Household Statistics of Earned Income Tax Credit Claimants 
 
Tables 3, 4 and 5 report some of the statistics of the households that are claiming the EITC in tax 
years 2002, 2003 and 2004.  Table 3 shows both the federal and state filing status of claimants of the 
EITC in the given tax years.  As the table shows, a majority of filers are unmarried.  It also shows in all 
three years that there is a discrepancy between single filers filing for both the federal and the state 
EITC and single filers filing for only federal EITC.  The likely reason for this disparity is due to the lack 
of refundability of the state credit.  It is probable that many single filers do not have enough tax liability 
to claim the state EITC. 
 
Table 4 shows in all three years that among filers claiming both the federal and state EITC, the 
majority have either one or two dependents.  Among filers that are claiming only the federal EITC, the 
majority of filers have either one or no dependents.  Once again this discrepancy is likely a result of 
the state EITC not being refundable. 
 
Table 5 reports the age of the primary filer on the return with an EITC claim.  The majority of claimants 
are between the ages of 21 and 45 which are households most likely to have children at home.  It also 
shows that there is a greater likelihood to file for only the federal credit when a primary filer is 
younger. 
 
Earned Income Tax Credit and Other Low Income Assistance Statistics by County 
 
Tables 6 through 11 show statistics of both EITC claims and low income assistance program claims 
by county for the 2002-2004 tax years.  In tables 6, 8 and 10 the dark shaded cells in the last column 
indicate the counties that have EITC filing rates that are lower than the poverty rate in those counties.  
Because the income limits for filing for EITC are higher than the poverty line, it should be expected 
that all counties should have filing rates higher than the poverty rate.  The lighter shaded cells in the 
last column indicate the counties that have a filing rate at least five percent higher than the poverty 
rate in that county.   
 
In tables 7, 9 and 11 statistics are included for the Family Investment Program (FIP), which is the 
state version of Temporary Assistance to Needy Families (TANF) and Food Assistance (FA) which 
are programs administered by the Department of Human Services (DHS).  There are a number of 
conditions that need to be met in order to collect FIP benefits.  There is a three-tier income test that 
takes into account gross monthly income, countable monthly income and net countable monthly 
income.  The countable monthly income includes a deduction from the gross monthly income of 
twenty percent to cover work related expenses other than child care.  The net countable monthly 
income is calculated by adjusting the countable monthly income with a work incentive deduction of 
fifty percent.  If after the adjustment the net countable income falls below the given benchmark then 
the applicant qualifies for FIP benefits.  For example, for a family of four the household gross monthly 
income must be below $1,824.10, the countable monthly income must be below $986 and the net 
countable income must be below $495.  In order to claim the Food Assistance benefit a household 
must have gross income that is below 130% of the poverty level as well as meeting any other 
eligibility requirements.  In these tables the dark shaded cells indicate the counties with the largest 
gap between the poverty rate and the percentage of households receiving Food Assistance and the 
lighter shaded cells indicate the counties with the smallest gap between the poverty rate and the 
percentage of households receiving Food Assistance (Pollak, 2005). 
 
Table 6 reports the EITC statistics for 2002 as well as the poverty rates for each county.  In 2002, 
there were 65,506 filers that claimed only the federal EITC and 81,794 filers who claimed both federal 
and state EITC.  Therefore, a total of 147,300 taxpayers in the State of Iowa claimed some form of the 
Earned Income Tax Credit in the year 2002.  When looking at the percent of households filing EITC 
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claims in urban counties versus rural counties there is little difference in the percentage of households 
filing tax returns with claims for the Earned Income Tax Credit.  When comparing county EITC filing 
rates with county poverty rates, there are nine counties in 2002 that had higher poverty rates than 
EITC filing rates, which indicates that there is a population in those counties that could benefit from 
the EITC if they have earned income.  The counties with higher poverty rates than EITC filing rates 
were Appanoose, Davis, Decatur, Dickinson, Jefferson, Johnson, Ringgold, Story and Wayne 
counties. There were five counties that had EITC filing rates that were at least five percentage points 
higher than the poverty rates in those counties.  The counties included in this group are Buena Vista, 
Clarke, Louisa, Muscatine and Woodbury counties. 
 
Table 7 shows statistics for low income assistance programs including FIP and FA for the year 2002.  
The percentage of households receiving the assistance is based on the average number of recipients 
per month in each county throughout the given year.  In the year 2002, on average 20,617 
households received FIP benefits and 64,545 households received FA benefits each month.  The 
percentage of households receiving these benefits in urban counties was a half percent higher than 
rural counties for FIP benefits and six-tenths of a percent higher than rural counties for FA benefits.  
The five counties that had the biggest gap between poverty rates and percent of households receiving 
FA benefits in 2002 were Allamakee County (7.5%), Davis County (9.6%), Ringgold County (9.5%), 
Taylor County (7.9%) and Wayne County (8.4%). 
 
When looking at tables 6 and 7, it appears that Davis County, Ringgold County and Wayne County 
struggle the most to make their low income residents aware of both the EITC and other financial 
assistance programs that are available to them.  Conversely, only Muscatine County had an EITC 
filing rate at least five percent over the poverty rate for the county and one of the smallest gaps 
between the poverty rate and the percent of household receiving Food Assistance, indicating that the 
low-income residents of Muscatine County are taking advantage of the programs available to them. 
 
The same data on EITC, FIP and FA for 2003 are reported in Tables 8 and 9.  There were 73,662 
taxpayers that claimed only federal EITC and 90,265 filers that claimed both federal and state EITC, 
which is a total of 163,927 taxpayers claiming some form of the Earned Income Tax Credit.  This is an 
11.3 percent increase over the total number of EITC claims in 2002.  In 2003, the disparity between 
the percentages of filers making EITC claims in rural counties versus urban counties increased over 
the percentages in 2002.  There were only three counties that had higher poverty rates than EITC 
filing rates in 2003, those counties were Johnson County, Story County and Wayne County.  Because 
Johnson County and Story County are both home to large state universities, the college population 
may be distorting some of the numbers.  In addition to the five counties that had EITC filing rates at 
least five percentage points over the county poverty rate in 2002, there were three additional counties 
in 2003.  In the case of Marshall County the change was primarily a result of an increased EITC filing 
rate and in the case of Hancock and Shelby counties it was primarily due to a decrease in the poverty 
rate. 
 
Table 9 has the statistics for state assistance programs in 2003.  During this year, on average 20,293 
households received FIP benefits and 68,266 households received FA benefits each month.  The 
average number of households receiving FIP benefits decreased 1.6 percent since 2002 but the 
number of households receiving FA benefits increased 5.8 percent since 2002. The difference in 
percentage of household receiving FIP benefits in urban counties compared to rural counties 
remained a half percent in 2003, but the difference between the percentage of urban and rural 
households receiving FA benefits increased to one percent.  Four out of the five counties that had the 
largest gaps between poverty rates and percent of households receiving FA benefits in 2002 still had 
the largest gaps in 2003 but the magnitude of the gaps decreased.  These four counties are 
Allamakee County (6.7%), Davis County (7.4%), Ringgold County (7.6%) and Taylor County (6.5%).  
In addition to these four counties Johnson County (6.8%) and Story County (6.5%) are also at the top 
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of the list as having the biggest gap between county poverty rates and the percent of households 
receiving Food Assistance. 
 
From tables 8 and 9 it can be seen that Johnson and Story counties both had low participation rates in 
filing for EITC and receiving FA benefits compared to the poverty rates in those counties.  As 
mentioned earlier this could be an issue of having high college student populations and less of an 
issue of not getting the proper resources to those people who need them.  Once again, Muscatine 
County was the only county to have an EITC filing rate at least five percent over the poverty rate for 
the county and one of the smallest gaps between the poverty rate and the percent of household 
receiving Food Assistance. 
 
Tables 10 and 11 report the data for EITC, low income assistance programs and poverty rates for 
2004.  As table 10 shows, a total of 165,746 taxpayers claimed some EITC in 2004, which is an 
increase of 1.1 percent over 2003.  There were 74,073 tax filers that claimed only the federal EITC 
and 91,673 filers that claimed both federal and state EITC.  The percentages of urban versus rural 
households filing for EITC remained unchanged except for the percentage of rural households filing 
for only federal EITC decreased by two-tenths of a percent.  There was a dramatic increase in the 
number of counties which had higher poverty rates than EITC filing rates in 2004 over 2003, but the 
results were similar to 2002.  In 2002, there were nine counties that had higher poverty rates than 
EITC filing rates and in 2004 that number increased to eleven.  Those eleven counties were 
Appanoose, Decatur, Dickinson, Johnson, Lucas, Mahaska, Page, Poweshiek, Ringgold, Story and 
Wayne counties.  Only Buena Vista and Clarke counties had EITC filing rates more than five percent 
higher than the poverty rates in those counties, which was a decrease from the eight counties hitting 
that mark in 2003. 
 
The assistance program statistics are found on Table 11.  On average, in 2004, 20,163 households 
received FIP benefits each month and 80,964 households received FA benefits.  The average number 
of households receiving FIP benefits decreased 0.6 percent since 2003 but the number of households 
receiving FA benefits increased 18.6 percent since 2003. The difference in percentage of households 
receiving FIP benefits in urban counties compared to rural counties remained a half percent in 2004, 
but the difference between the percentage of urban and rural households receiving FA benefits 
increased again to 1.4 percent.  Once again the counties with the biggest gap between the county 
poverty rate and percent of households that receive FA benefits included Davis County (7.1%), 
Johnson County (7.7%), Ringgold County (8.3%) and Story County (8.2%).  Wayne County, which 
was not among this group in 2003 but was present in 2002, also had one of the biggest gaps in the 
two rates (7.1%) in 2004. 
 
Tables 10 and 11 show that Johnson, Ringgold, Story and Wayne counties all had both low EITC 
filing rates and low percentages of households receiving Food Assistance compared to the poverty 
rates in each of those counties in 2004.  No county in 2004 had both an EITC filing rate at least five 
percent over the poverty rate for the county and one of the smallest gaps between the poverty rate 
and the percent of household receiving FA benefits. 
 
An interesting note about the low income assistance programs and EITC is that for both FIP and FA 
there is a greater utilization of these programs in the urban counties than in the rural counties in all 
three years that the data is available.  Conversely, the federal and state EITC is more frequently 
claimed in rural counties than in urban counties in all three years.  One explanation of this data may 
be that it is more difficult to get access to FIP and FA programs because not all rural counties have 
full-time DHS offices, which makes it more difficult to obtain these benefits.  Although benefit 
applications are available online and can be requested by phone or mail and DHS is making it easier 
for applicants to receive benefits by allowing phone interviews instead of requiring face-to-face 
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interviews.  In contrast, access to EITC is available to every taxpayer regardless of location, as long 
as the taxpayer is educated about the credit and has enough tax liability to claim the state credit. 
 
Also in all three years and in all ninety-nine counties, the percent of households claiming either the 
federal or both federal and state Earned Income Tax Credits exceeds the percent of households 
claiming FA benefits.  In some counties the difference is only two to three percent and in other 
counties the difference is as big as twelve percent.  It is difficult to determine much from these 
numbers because in some cases the gap is due to a high percent of EITC claims and a low percent of 
FA benefits, which could indicate under-utilization of FA benefits or a population that has income too 
high to qualify for FA benefits.  In other counties there is a high percent of households claiming FA 
benefits and a high percent claiming EITCs which may indicate that both FA benefits and the EITC 
are being properly utilized. 
 
Analysis of Tax Code Provisions and Proposals Beneficial to Low-Income Iowans 
 
Over the past several years various provisions have been enacted with the intent to provide 
assistance to low income households through the tax code.  Other law changes with a similar 
objective have also been proposed.  Following is a comparison of six such provisions that illustrates 
their impacts by the level of taxpayer household income.  In order to make the evaluations 
comparable, the cost of each proposal was arbitrarily targeted at $20 million.  The tax code provisions 
and proposals evaluated were: increasing the current nonrefundable EITC of 6.5% to 29.95%, 
implementing a refundable EITC of 10.63%, increasing the dependent credit from $40 to $68, raising 
the minimum filing requirements and alternative tax threshold from $9,000 to $11,303 for singles and 
from $13,500 to $18,606 for all other filing statuses, expanding the income eligibility brackets for the 
Child and Dependent Care Tax Credit and the eligibility threshold for the Early Childhood 
Development Tax Credit by 2.41 times, and implementing a dependent deduction (for dependents age 
18 and under) from taxable income of $464. 
 
Table 12 shows how the roughly $20 million in reduced tax liability would be distributed to each of the 
Adjusted Gross Income (AGI) brackets as a result of the given policy changes.  Table 13 shows the 
percentage of the $20 million that would be distributed to taxpayers in each of the AGI brackets. 
 
The changes to the EITC that were evaluated included both a nonrefundable and refundable credit.  
The evaluation shows that the nonrefundable credit which would equal 29.95% of the federal credit 
would benefit taxpayers in the $20,001 to $30,000 AGI bracket the most with the tax liability being 
reduced by over $13.9 million dollars, over 69 percent of the $20 million.  The refundable credit of 
10.63% would reduce tax liability for the $0 to $10,000 AGI bracket by $4.8 million and the $10,001 to 
$20,000 AGI bracket by $9.9 million.  Taxpayers in these two brackets would receive over 73 percent 
of the proposed $20 million change. 
 
Increasing the dependent credit from $40 to $68 was also evaluated, where the credit is not 
refundable.  This change distributes just over half of the $20 million to AGI brackets between $20,001 
and $70,000.  The majority of the remaining money would be distributed to the higher income 
brackets and low-income taxpayers would see little benefit. 
 
Increasing the minimum filing requirements and alternative tax threshold from $9,000 to $11,303 for 
single filers and from $13,500 to $18,606 for other filing statuses decreases the tax liability for the 
$20,001 to $30,000 AGI bracket by $11.4 million or 57 percent of the $20 million.  The next AGI 
bracket that is most helped by this change is the $10,001 to $20,000 bracket, whose tax liability is 
reduced by $5.6 million.  This would also distribute 7 percent of the tax liability reduction to the $0 to 
$10,000 AGI bracket. 
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Expanding the eligibility brackets for the Child and Dependent Care Tax Credit by 2.41 times (i.e. 
former lowest bracket was for net income less than $10,000, the bracket would now be $24,100) and 
increasing the threshold for the Early Childhood Development Tax Credit from $45,000 to $108,450 
(2.41 times) changes the tax liability of all of the AGI brackets that fall within the threshold except for 
the Less than $0 AGI bracket and the $0 to $10,000 bracket.  The greatest reduction of tax liability is 
seen in the $50,001 to $60,000 AGI bracket with the $70,001 to $80,000 bracket close behind.  
Although the Child and Dependent Care Tax Credit and Early Childhood Development Tax Credit are 
refundable, expanding the income limits does not help those in the bottom AGI brackets because they 
were already eligible for the largest credit amount (75% of the federal credit). 
 
Similar results are seen when a dependent deduction of $464 is implemented with the exception that 
because there is no eligibility threshold all AGI brackets, except the less than $0 bracket, experiences 
some reduction in tax liability with the greatest reduction once again in the $50,001 to $60,000 AGI 
bracket.  The addition of a dependent deduction reduces taxable income, thus does little to help those 
with no tax liability. 
 
Issues Not Covered 
 
One issue that was not covered in this evaluation is the persistence of the population collecting EITC.  
In future studies it will be determined whether the EITC is a temporary income assistance to help low-
income families out of poverty or if recipients continue to claim the credit for a number of years.  In 
order to effectively complete this analysis, it may be necessary to pass legislation to allow for the 
sharing of confidential data across government agencies.  Another issue that will be covered in the 
future is whether the state EITC encourages people to enter the work force in the State of Iowa.  
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Maximum AGI must be less than: Poverty Threshold AGI must be less than: Poverty Threshold Investment income 
Credit (filing single) for Single Filers (married filing jointly) for Married Filers cannot exceed:
Two or More Children $4,140 $33,178 $14,494* $34,178 $18,244* $2,550
One Child $2,506 $29,202 $12,400 $30,202 $14,480 $2,550
No Children $376 $11,060 $9,359 $12,060 $12,047 $2,550
Maximum AGI must be less than: Poverty Threshold AGI must be less than: Poverty Threshold Investment income 
Credit (filing single) for Single Filers (married filing jointly) for Married Filers cannot exceed:
Two or More Children $4,204 $33,692 $14,824* $34,692 $18,660* $2,600
One Child $2,547 $29,666 $12,682 $30,666 $14,810 $2,600
No Children $382 $11,230 $9,573 $12,230 $12,321 $2,600
Maximum AGI must be less than: Poverty Threshold AGI must be less than: Poverty Threshold Investment income 
Credit (filing single) for Single Filers (married filing jointly) for Married Filers cannot exceed:
Two or More Children $4,300 $34,458 $15,219* $35,458 $19,157* $2,650
One Child $2,604 $30,338 $13,020 $31,338 $15,205 $2,650
No Children $390 $11,490 $9,827 $12,490 $12,649 $2,650
Maximum AGI must be less than: Poverty Threshold AGI must be less than: Poverty Threshold Investment income 
Credit (filing single) for Single Filers (married filing jointly) for Married Filers cannot exceed:
Two or More Children $4,400 $35,263 N/A $37,263 N/A $2,700
One Child $2,662 $31,030 N/A $33,030 N/A $2,700
No Children $399 $11,750 N/A $13,750 N/A $2,700
Maximum AGI must be less than: Poverty Threshold AGI must be less than: Poverty Threshold Investment income 
Credit (filing single) for Single Filers (married filing jointly) for Married Filers cannot exceed:
Two or More Children $4,536 $36,348 N/A $38,348 N/A $2,800
One Child $2,747 $32,001 N/A $34,001 N/A $2,800
No Children $412 $12,120 N/A $14,120 N/A $2,800
Maximum AGI must be less than: Poverty Threshold AGI must be less than: Poverty Threshold Investment income 
Credit (filing single) for Single Filers (married filing jointly) for Married Filers cannot exceed:
Two or More Children $4,716 $37,783 N/A $39,783 N/A $2,900
One Child $2,853 $33,241 N/A $35,241 N/A $2,900
No Children $428 $12,590 N/A $14,590 N/A $2,900
N/A - Poverty thresholds are not yet available for 2005-2007
* This amount is for only two children.  As the number of children increases, the poverty threshold increases as well.
AGI Thresholds - Internal Revenue Service
Poverty Thresholds - U.S. Census Bureau, includes money from earnings, unemployment compensation, worker's compensation, Social 
Security, Supplemental Security Income, public assistance, veteran's payments, survivor benefits, pension or retirement income, interest, 
dividends, rents, royalties, income from estates, trusts, educational assistance, alimony, child support, assistance from outside the 
household and other miscellaneous sources, but does not include noncash benefits such as food stamps or housing subsidies or capital 
gains or losses.
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In 1987, a 50%
 nonrefundable credit w
as established. In 1998, a 10%
 refundable credit 
w
as established for taxpayers m
eeting certain eligibility requirem
ents, the am
ount of 
that credit increased to 15%
 by 2001.  In 2001, a phase-in of an additional 5%
 increase 
in the value of the credit w
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ented and the refundable credit becam
e 20%
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The refundable credit w
as signed into legislation by M
ichigan's governor in 
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ber 2006.  The credit w
ill be 10%
 of the federal credit in 2008 
and 20%
 of the federal credit in 2009.
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To qualify for the state credit incom
e m
ust be below
 $20,000.  The current rate 
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ade the credit refundable in 2006 and increased the am
ount 
of the credit to 6%
 in 2008.
In 2003, 5%
 of the state credit w
as m
ade refundable.  In 2005, that percentage 
w
as increased to 10%




























































































































































































































































































































































































































































Total of percentages m
ay not equal 100%
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